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I. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

(1. 

A. 

QUALIFICATIONS 

Please state your name and business address. 

Thomas R. Stack, 527 East Capitol Avenue, Springfield, lllinois62701. 

By whom are you employed and in what capacity? 

I am employed by the Illinois Commerce Commission (Commission) as 

Director of the Water Department of the Public Utilities Division. 

How long have you been employed by the Illinois CommerceCommission? 

Since January, 1968. 

Will you please state briefly your qualifications? 

I graduated from Illinois Institute of Technology in 1964 with a Bachelor of 

Science degree in Fire Protection and Safety Engineering. I am a 

Registered Professional Engineer in the State of Illinois. 

I was employed by the Illinois Inspection and Rating Bureau as an inspector 

from June 1964 to January 1968. My duties included the inspectionef 

sprinkler and non-sprinklerbuildings for the purpose of establishing fire 

insurance rates. 

Since January, 1968, I have been continuously employed by the Illinois 

Commerce Commission. Until November, 1980, I was assigned to the 
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Water Engineering Section as a Utility Engineer. My duties were to assist 

the Chief Water Engineer in the administrationof all engineering matters- 

associated with the regulation of privately owned water and sewer~utilities in 

the State of Illinois. In this position, I (a) evaluated cost-of-service studies 

and rate structures,(b) reviewed and analyzed water and sewer utilities’ rules 

and regulations,(c) reviewed and evaluated depreciation studies, (d) 

handled investigations and correspondence relating to inquiries and formal 

and informal complaints, (e) made special studies and reported to the Chief 

Water Engineer and the Commission when directed to do so, and (9 

participated in formal rate proceedings and other hearings involving water 

and sewer utilities. 

In Novemberof 1980, the CommissionStaff (StafQfunctionswere reorgan- 

ized and I was assigned to the Economics and Rates Department. My 

responsibilities included rate design and cost-of-service analyses for 

electric, gas, sewer, and water utilities and the preparation of testimony on 

rates and rate-related matters. 

In January, 7 982, I was appointed Senior Engineer, Assistant Chief.of the. 

Rate Design Section. The Staff functions were reorganized somewhat in 

August 1986, when the Economics and Rates Department was eliminated 

and the Rate Review Departmentwas created. My duties, however, did not 

change. In November 1987, the Department’s name was changed to the 



. 

47 

48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 

Revenue and Rates Department. On July 1,1988, the Revenue and Rates 

Department waseliminataadand the Rete Design Section became the,Rate 

Design Department. I was appointed Assistant Director of that Department. 

On November 1, 1989, I was appointed Director of the Water/Sewer 

Program of the Office of Policy and Planning. My general duties were to 

assist and advise the Commissioners in the process of policy development 

for regulated water and sewer utilities and to monitor implementation of 

water and sewer policy approved by the Commission. Specific duties 

included, a) identifying relevant and potential issues facing the Commission 

in various contexts, b) coordinating the analysis and research of those 

issues, c) participating in contested case management from date of filing to 

determine the extent of required involvement, d) testifying on issues when 

other technical staff is not available, e) developing and presenting testimony 

on policy issues and 9 acting as a Commission-wide resource on policy 

established by the Commission. 

On October 7, 1992, the water and sewer sections of the Oftice of Policy & 

Planning and the Public Utility Divisions were combined and I was named 

Director of the Water and Sewer Program. In addition to the above 

responsibilities, I was also responsible for the handling of engineering and 

rate design matters for water and sewer utilities regulated by the 

Commission. 
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On April 2.1997, I was named Directorof the RatesDepartment~ofthe 

Public Utilities Division. My duties include the supervision of rate design and 

cost of service issues for Electric and Gas Utilities in addition to thoseduties 

I had as Director of the Water and Sewer Program. 

On January 24.2000, the water function was separated from the Rates 

Department and I was named Director of the Water Department. 

I have been involved in substantially more than 100 rate cases and numerous 

other formal matters. 

Are you a member of any professional organizations? 

Yes, I am a member of the American Water Works Association (AWWA). 

Have you served on committees of any professional organizations? 

Yes, I am a member of the Staff Subcommitteeon Water of the National 

Association of Regulatory Utility Commissioners (NARUC) and the past 

chair of that Subcommittee. I am also a past member of the Subcommittee 

on Rates and Charges of the AWWA and am a past Vice Chairman of that 

Subcommittee. 
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Have you presented papers on rates and utility regulation? 

For the last seventeen years I have served as a panelist on cost allocation 

and rate design at the Utility Rate Seminars sponsored by the Water 

Committee of NARUC. I have also presented papers on the regulation of 

water utilities before a number of organizations including NARUC, the 

National Association of Water Companies, the Iowa State Regulatory 

Conference, the American Water Works Association and the Biannual 

Regulatory Information Conference sponsored by the National Regulatory 

Research Institute. 

PURPOSE OF TESTIMONY 

Q, 

A. 

Q. 

A. 

What is the purpose of your testimony? 

The purpose of my testimony is to address Consumers Illinois Water 

Company’s filing for a general rate increase. I address revenue, cost-of- 

service, rate design and tariff matters for Consumers Illinois Water 

Company’s (“Consumers” or “Company”) Kankakee Division and one tariff 

matter (the Infrastructure System Improvement Charge {DISC}) for their 

Vermilion District. 

Are you making any recommendationsconcerning the appropriatenessof 

the total annual revenue requirement for the Company in this proceeding? 

No, I am not. My testimony is directed toward the review of the revenue 

computations and proposed tariffs (and underlying support) filed by the 
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Company to recover the revenue requirement deemed appropriate in this 

proceedingb 

Q. 

A. 

Have you visited the facilities of the Company? 

Yes, over the years I have visited the facilities in the Kankakee, Vermilion 

and Woodhaven Districts on a number of occasions. In connection with this 

case, I visited the facilities of the Vermilion and Kankakee Districts. 

REVENUE - Kankakee Division 

Q. 

A. 

Q. 

A. 

cl. 

A. 

Did you review the revenue calculations presented by the Company 

regarding its Kankakee Division? 

Yes, I did. 

Do you agree with the revenue calculations provided by the Company in its 

initial presentation filed on April 14,2000? 

No, I do not. 

Please explain why not. 

As part of my normal work, 1 requested a break&we of the Other Revenues 

(Staff Data RequestTRS 1 .lO). Mr. Dave Monie, the witness for the 

Companywho prepared the revenue computations, responded and 

indicated that the Other Revenues included revenues associated with 

residential multi-unit buildings that would normally be included as Metered 
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Revenue. Since Mr. Monie was not aware of this treatment of revenue by the 

Company, he indicated that his calculations-of revenues at present and 

proposed rates were not correct. He provided me with a revised revenues 

calculation treating the residential multi unit buildingsas metered revenues 

(Response to Staff Data Request TRS 1.07 dated July 24,200O). 

Are you in agreement with Mr. Monies revised revenue computation at 

present rates? 

In general, I agree with his computations. There is a slight difference in other 

revenues between Mr. Monie and myself based on a later adjustment by Mr. 

Monie to the Company’s other revenues. There is also a difference in that I 

excluded franchise fees from revenues while Mr. Monie included them in 

revenues. Since Staff Witness Dianna Hathhorn is excluding the expense for 

franchise fees in her revenue requirement exhibit.in this proceeding, there is 

no difference in the revenue requirement as a result of Staff excluding the 

Franchise Fee revenue and expenses. 

Have you prepared an exhibit setting forth Staffs proposed revenues 

proforma,at present and proposed rates? 

Yes, I have. The exhibit is identified as ICC Staff Exhibit4.00, Schedula 

4.01 K and is entitled Consumers Illinois Water Company, Docket No. OO- 

0337 - Kankakee, Staff Computation of Revenues. It consists of three 

pages. Page 1 contains a summary of the revenues at present and 

proposed rates. Page 2 contains additional detail of the revenues by class 
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at present rates while page 3 contains similar information by class at 

Company proposed rates. 

EMBEDDED COST OF SERVICE STUDIES 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Briefly, please describe the importance of a cost study as the basis for 

determining rates for utility service. 

A cost study is performed to allocate costs among all customer classes to 

determine each customer class’ respective cost responsibility for the costs 

imposed on the utility by that specific customer class. A more detailed 

explanation of embedded cost studies and how costs are generally allocated 

is outlined in the attached Appendix A to this exhibit. 

Did the Company present a cost of service study (COSS) for the Kankakee 

District in this filing? 

Yes , they did. A study was prepared by Mr. Dave Monie on behalf of the 

Company and presented as Company Exhibit 9.0. 

Do you~agree with the results of Mr. Monie’s study. 

No, Mr. Monie has revised his usage figures for the various customer 

classes which affect the costs and resulting rates significantly. I have 

incorporated the revised usage figures into my study. There are also some 

otherdifferenceswhich I will discuss later. 
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Q. 

A. 

Q. 

A. 

What methodology did, you use in preparing~your COSSforthe Kankakee 

District? 

I prepared a COSS for the Kankakee District, which has been identified as 

ICC Staff Ex. 4.00, Schedule4.02 K. 

The COSS uses the Base-Extra Capacity method of cost allocation to 

distribute costs to customer classes. The Base-Extra Capacity method is 

the same methodology employed and accepted by the Commission the last 

time the rates for the Kankakee District were set. The Kankakee District’s 

last rate case was Docket No. 97-0351. A further discussion on 

methodology is provided in the attached Appendix A to this exhibit. 

Please provide a brief explanation of your COSS, identifed as ICC Staff 

Ex.4.00, Schedule 4.02 K. 

The calculation and summary of total revenues at the Company’s present and 

proposed rates, as well as my recommended rates for each customer class, 

are set forth on Staff Exhibit4.00. Schedule 4.02 K, pages 1 and 2. 

The class relative cost-of-service figures, excluding Fire Protection, appear 

at the very bottom of page 2 at the line, “Percent Cost of Service”, for each 

customer class. For example, these figures show that the Residential class 

will provide revenues equal to 99.8 percent of its calculated cost-of-service. 
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The Demand Factors for Maximum Day (“Max Day”) and MaximurnWaur 

(“Max Hour”), for customer classes and Fire Protection, and the million 

gallons per day (“MGD”) pumpage and consumption numbers are listed on 

page 3 of the COSS. These factors represent the Max Day and Max Hour 

water usage relative to the average usage. The Demand Factors allocate 

costs to the customer classes and to Fire Protection. The allocation 

amounts are on pages 11 and 12. The water usage and pumpage amounts 

in MGD are used to allocate plant in service and operation and maintenance 

(“O&M”) expenses to the plant’s Base, Max Day and Max Hour functions. 

Page 4 contains a numerical listing, in percentages, of cost allocation codes 

for the COSS. For example an account assigned an allocation Code 3 

would be allocated 53.95 percent to Base Cost and 46.05 percent to Max 

Hour Cost. 

Allocation of Net Plant in Service to the Base Cost, Max Day, Max Hour, 

Billing, Meters, Services, and Fire Protection categories is shown on pages 

5 and 6. Page 6 also shows the percentage allocations for the Net Plantin 

Service categories. These percentages are then used to allocate Utility 

Operating Income, Other Taxes, and Income Taxes to the various plant 

functions on page 9. 
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The allocation of TotalRevenue Requirement, i.e., total Operation and 

Maintenance (O&M), Depreciation, Other Taxes, Income Taxes and Utility 

Operating Income to the Base Cost, Extra Capacity, Customer Costs, and 

Fire Protection functions is shown on pages 7-10. The total revenue 

requirement is located at the bottom of page 9 on the line entitled “DIRECT 

CUSTOMER REVENUES”. The “TOTAL REVENUES ALLOCATED TO 

SMALL MAINS” is on page 10. The Direct Customer Revenues and Total 

Revenues Allocated to Small Mains are used to calculate the Cost of Service 

at the bottom of page 2. 

The cost-of-service allocation percentages for the customer classes and fire 

protection are summarized on page 11. The allocation percentages are 

derived from annual consumption, the demand factors listed on page 3, the 

number of monthly bills, and the number of monthly equivalent meters and 

services. For example, Residential usage is calculated to be 3.894 MGD 

on page 11. That amount is 41 .I 3 percent of total system usage. Therefore, 

41 .I3 percent of total Base Cost is assigned to the Residential class. 

Multiplying the Residential Max Day factor of 2.50 MGD (from page 3 of 16) 

by the Average Day of 3.894 MGD (calculated by converting the annual 

residential usage, found on page 11, to million gallons per day) produces the 

Residential Max Day usage of 9.736 MGD. The difference between the Max 

Day and Average Day is the Excess of 5.842 MGD for the residential class. 
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The Residential Excess of 5.842 MGD is 64.14 percent of the total Excess 

usage over Average Day usage,end.is ua&te ails&etheReaidentiel~~ 

share of total Max Day costs. 

The percent allocation of costs to the primary customer classes and Fire 

Protection, the total cost-of-service, and the cost-of-serviceaccording to 

each customer class are on page 12. The calculation of Public Fire 

Protection and Private Fire Protection cost-of-service is on page 13. Public 

Fire Protection Rates are on page 14. 

The number of equivalent meters and service lines and their capacity ratios 

are on page 15. Distribution of customer costs by equivalent meter and 

service ratios recognizes that meter and service costs vary, depending on 

considerations such as size of service pipe, materials used, locations of 

meters, and other local characteristics for various sized meters as compared 

to 5/8” meters and services. The number of equivalent meters and services 

(i.e. which is based on meter ratios) assists in allocating costs assigned for 

recovery in the customer charges. This is necessary to adjust the units of 

service for each customer class as indexedagainst the smallest metersize. 

Therefore, customers are allocated a charge that reflects the costs 

associated with their particular meter size. Equivalent Meters and Services 

ratios are taken from the AWWA Water Meters-Selection, Installation, 

Testing, and Maintenance Manual (M6), 1972, pages 3233. 
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The allocation of depreciation expense according to plantacoountis set forth 

on page 16 of the COSS. 

A brief description of COSS allocation codes appears on page 17 of 

Schedule 4.01 

Q. 

A. 

Where did you obtain the operating and maintenance expenses? 

I requested a breakdown in ICC Staff Data RequestTRS 2.07. However, the 

utility was unable to breakdown the expenses in the form needed for the 

future test year. Instead, they provided 1999 expenses. I used test year 

expenses for those accounts that were readily identifiablesuch as electric, 

chemicals, insurance and regulatory and I then increased the other expenses 

by a uniform percentage to equal total Company proposed 2001 test year 

expenses. 

Q. 

A. 

What demand factors and million gallons a day (“MGD”) pumpage numbers 

are you proposing to use for the Kankakee District? 

I have employed the same class demand factors that wensapprovedby the 

Commission in Kankakee District’s last rate case, Docket No. 97-0351. 

These factors are differentthan those used by Mr. Monie but I believe that 

they are more reflective of the actual results in the Kankakee District. 

Applying the maximum day factor I recommend results in a maximum day 
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Q. 

A. 

Q. 

A. 

flow of 17.946 MGD (as set forth on page 11 of Schedule 4.02 ) which 

compares favorably with the 17.3 MGD maximum day actuaWyexp&enced: 

by the Company in 1999. I would always expect the demand factor to 

exceed the actual flow rate since the demand factors are non-coincidental 

while the actual flow is, by definition, coincidental. In the same way, the 

maximum hour flow calculates to 22.075 MGD using my demand factors, 

while the actual 1999 figure is 21.5 MGD. 

If Mr. Monie’s demand factors are used,~the maximum day is only 13.469 

MGD and the maximum hour flow is only 18.353 MGD, both of which are 

considerably less than the actual flows in 1999. Therefore, in my opinion, 

the demand factors used in the last rate case are appropriate for use in this 

case and produce much more realisticresults than those used by Mr. Monie. 

Did the utility provide flow rates for the last five years? 

They provided average and maximum flows for the last five years, estimates 

of the maximum hour flows for 1996.1997 and 1998 and detailed figures for 

1995 and 1999. 

What flow rates did you use in your COSS? 

I used the 1999 flow rates since these rates were higher, which indicates 

growth in the system and in the peak flows which the water facilities must 

14 
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Q. 

A. 

meet. In my opinion, using 1999 in this instance better representscurrent 

conditionsthan would.flows from the,prior rate case,tich were based on 

conditions in prior years. Since the Company did not provide the 1999 peak 

hour pumpage amount, I developed that figure by taking a ratio of the figures 

provided in the last rate case. 

You have indicated several differenceswith Mr. Monie’s COSS; are there 

others? 

Yes, one area is fire protection. Mr. Monie treats public fire hydrants as 4 

inch connections. I treat them as 6 inch connections and have a number of 

reasons for that treatment. First and foremost, the connectiinsare virtually 

all 6 inched in diameter. The hydrant barrels are typically 6 inches in 

diameter. The newer hydrants are equipped with (1) 4 in (steamer) nozzle 

and (2) 2 % inch hose nozzles while the older hydrants have (2) 2 % hose 

nozzles. There is also a gate valve on most hydrant connections. 

Private fire connections consist of a pipe often 6,8 or 12 inches in diameter. 

Connected to that pipe could be a single fire hydrant, several hydrants, a 

sprinklersystem, a storage tank or some combinationof these items.- The 

sprinkler system may be the dry type which involves a valve that separates 

the waterfrom a sprinkler system that is subject to freezing. There will be a 

shut off valve and possibly an approved backflow prevention device. While 

there may be an eight inch connection feeding the sprinkler system, the 
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pressure loss due to the smaller sprinkler piping and other devices results in 

lower flows than would be expected from a straight8 inch connectiea. In my 

opinion, reducing the size of the public fire protection connection for hydrants 

from 6 inches to 4 inches while leaving the private connection sizeaat full 

size improperly reduces the allocation of costs to the public system at the 

expense of the private system since there are other restrictions on the private 

system that are not reflected when the reduction is made only to the public 

system. It is fairer to treat all connections at their full size. The use of the 

connection size was introduced a number of years ago to simplify billing for 

private systems. Prior to that time, rates were based on the number and type 

of appliances attached to the private system. This was inequitable in many 

instances since all sprinklers rarely opened at the same time and it was very 

difficult for the utility to track new additions to a private system. The existing 

tire protection rate system has worked well, is fair to everyone involved since 

it is based on the size of the connection which is something over which the 

customer has control. I do not recommend changing the system. 

RATE DESIGN 

Q. What is the current and proposed rate structure for the Kankakee District. 

A For general water service, the rate structure consists of a fixed customer 

charge that vanes with the size of the meter, and a declining rate block 

based on water usage. Currently, the public fire protection charges are 

based on the cost to each municipality or fire protection districtwith such 

cost being recovered from customers as a fixed charge based on meter 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

size. Private fire protection charges are based on the size of the service 

conneotion. Except.for public fire protection charges, the Company 

proposes to continue the current rate structure. The Company is proposing 

to institute an InfrastructureSystem Improvement Charge. 

Do you agree with the Company’s proposed rate structure changes? 

In my opinion the current rate structure represents an appropriate rate 

structure for the Kankakee Division. I agree with the Company’s proposal to 

maintain the current rate structure for general service rates. As I discuss 

below, I disagree with the Company’s proposed change to the public fire 

protection rate structure and the proposal to adopt a Infrastructure System 

Improvement Charge. 

Please explain the Company’s proposed treatment of public fire protection 

charges. 

The Company proposes one set of public fire protection charges, based on 

meter size, that will apply to all customers regardless of the municipality or 

fire protection district in which they reside. 

Is the recovery of public fire protection costs addressed in the Public Utilities 

Act (Act)? 

Yes, the recovery of public fire protection costs is addressed in Section 9- 

223 of the Public Utilities Act (220 ILCS 5/g-223) which reads as follows: 

17 



390 
391 
392 
393 
394 
395 
396 
397 
398 
399 
400 
401 
402 
403 
404 
405 
406 
407 
408 
409 

410 

411 

412 

413 

414 

415 

416 

417 

418 

419 

420 

421 

The Commission may authorize any public utility engaged in 
the production, storage, transmission, sale, delivery or 
furnishing of water to impesea fireproteatien charge, in 
addition to any rate authorized by this Act, sufficient to cover a 
reasonable portion of the cost of providing the capacity, 
facilities and the water necessary to meet the fire protection 
needs of any municipalityor public fire protection district. Such 
fire protection charge shall be in the form of a fixed amount per 
bill and shall be shown separatelyon the utility bill of each 
customer of the municipality or fire protection district. Any filing 
by a public utility to impose such a tire protection charge or to 
modify a charge shall be made pursuant to Section 9-201 of 
this Act. Any fire protection charge imposed shall reflect the 
costs associated with providing fire protection service for each 
municipality or fire protection district. No such charge shall be 
imposed directly on any municipalityor fire protection district 
for a reasonable level of fire protection services unless 
provided for in a separate agreement between the municipality 
or the fire protection district and the utility. 

Staff relies on this provision in preparing its testimony on public fire 

protection rates and in making recommendations to the Commission 

regarding filings by utilities to recover public fire protection rates. 

Q. 

A. 

Do you agree with the Company’s proposal to eliminate the differences in 

public fire protection charges between customers in the various 

municipalities and fire protection districts (FPD)? 

No, I do not. I have several reasons for opposing the Company’s proposed 

change in public fire protection rates. First, there are definitezdifferences in 

the costs between the various municipalities and FPDs and the Company’s 

proposal ignores those differences in cost. Some tire protection districts 

have a very limited number of hydrants installed within their district and 
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443 

therefore have a lower level of service. From a cost-of-servicestandpoint it 

is not appropriate to charge all customers the samerate, 

Second, the Company’s proposal as written does not indicate that there 

would be any credit for an amount paid by a municipality or FPD if one of 

those entities pay all or a portion of the cost of fire protection. Until very 

recently, one municipality paid a portion of the tire protection costs, so that is 

a definite possibility. The tariff and testimony supporting that tariff does not 

clearly indicate how those payments would be credited to customers of the 

municipality which pays them. 

Finally, I am very concerned that the Company’s proposal is not in 

compliance with Section 9-223 of the Act. The Commission has consistently 

adopted public fire protection rates that look at the cost of fire protection in 

eacJ municipality or fire protection district. The Company’s proposal does 

not develop rates for the cost in &fire protection district in the traditional 

sense of cost-of-service. I cannot support this proposed change based on 

the Act and past Commission actions regarding filings pursuant to Section 9- 

223. 

Have you reviewed the Company’s proposed InfrastructureSystem 

Improvement Charge (“ISIC”) as set forth in ILL. C.C. No. 5, Original Sheets 

19 



,. 

444 

445 

446 A. 

17 through 19 for the Kankakee Division and ILL. C.C. No. 32, Original 

Sheets 15 through 18 for the Vermilion District? 

Yes, I have. 

447 

448 Q. Is the wording in the two tariffs the same? 

449 A. Yes, the wording is the same except for the “Applies to” and “Applicable 

450 Rate Charges” sections. The differences are necessary due to the different 

451 service areas and rates. 

452 Q. Is a mechanism of this type allowed by the Act? 

453 A. Yes, Section g-220.2 would allow the Commission to approve such a 

454 surcharge. That Section reads as follows: 

455 Sec. g-220.2. Water and sewer surcharges authorized. 
456 (a) The Commission may authorize a water or sewer utility to 
457 file a surcharge which adjusts rates and charges to provide for 
458 recovery of (i) the cost of purchased water, (ii) the cost of 
459 purchased sewage treatment service, (iii) other costs which 
460 fluctuate for reasons beyond the utility’s control or are difficult 
461 to predict, or (iv) costs associated with an investment in 
462 qualifying infrastructure plant, independent of any other matters 
463 related to the utility’s revenue requirement. A surcharge 
464 approved under this section can operate on an historical or a 
465 prospective basis. 
466 (b) For purposes of this Section, “costs associated with an 
467 investment in qualifying infrastructure plant” include a return on 
468 the investment in and depreciation expense related to plant 
469 items or facilities (including, but not limited to, replacement 
470 mains, meters, services, and hydrants)which are not reflected 
471 in the rate base used to establish the utility’s base rates and 
472 (ii) are non-revenue producing. For purposes of this section, a 
473 “non-revenue” producing facility is one that is not constructed 
474 or installed for the purposes of serving a new customer. 
475 (c) On a periodic basis, the Commission shall initiate hearings 
476 to reconcile amounts collected under each surcharge 
477 authorized pursuant to this Section with the actual prudently 
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, 

478 
479 
480 

481 a. 

482 

483 

484 A. 

485 

486 Q. 

487 A. 

488 

489 

490 

491 

492 

493 

494 

495 

496 

497 

498 

499 

500 

incurred costs recoverablefor each annual period during which 
the surcharge was in effect. 

Do you support the adoption of the Company’s proposed Infrastructure 

System Improvement Charge for the Kankakee and Vermilion service 

areas? 

No, I do not. 

Please explain why not. 

There a number of problems with the surcharge proposed by the utility 

including the following: 

1. The proposed surcharqe would conflict with an onqoinq rUle 

makino, 

Currently there are Commission workshops developing new 

Administrativecodes that will implement surcharges for the recovery 

of purchased water and sewage treatment and for the recovery of 

investments in qualifying infrastructureplant. Establishing a tariff for 

this utility, during this rate case, disrespects the ongoing rule making 

process, the more appropriate forum for Consumers’ concerns. As 

Consumers has chosen a 2001 future test year, any surcharge will not 

be applicable until January of 2002. There is simply no need to work 

outside the rulemaking to get an infrastructuresurcharge in place for 

Consumers almost a full year before it is needed. 
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501 

502 

503 

504 

505 

506 

507 

508 

509 

510 

511 

512 

513 

514 

515 

516 

517 

518 

519 

520 

521 

522 

523 

2. The surcharoe would be apolicable to taxes and fire orotection 

rates. 

The surcharge proposed by Consumers would be applicable to 

Municipal tax additions. This would penalize the customer-s in the 

municipality imposing a municipal tax as compared to other 

customers living in areas without such taxes since the customers 

subject to the municipal tax would have to pay more of a surcharge 

than a customer whose governmental agency does not impose such a 

tax. From a cost-of-servicestandpoint, this does not make any sense 

since the value to a customer associated with an improvementto 

infrastructuredoes not change just because the municipality does or 

does not have a municipal tax. The same situation applies to the 

public fire protection charges. The chargesvary by municipality and 

fire protection district or in some cases there may be no charge at all 

since the customers do not receive fire protection. The surcharge 

should not be based on such a variablecharge. The situation is 

aggravated even more if one municipality pays the cost of fire 

protection and another does not. The surcharge would be higher to 

one customer compared with another, again without any cost-of- 

servicejustification. 

(3) The surcharoe does not credit depreciation on replaced plant. 

The tariff proposed by the Company does not deduct the 

depreciation expense on plant being replaced so the Company would 
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524 

525 

526 

527 

528 

529 

530 

531 

532 

533 

534 

535 

536 

537 

538 

539 

540 

541 

542 

543 

544 

545 

continue to collect depreciation expense from customers on plant that 

hasbeen replaced whilethe customers are also paying depreciation 

on the new plant through the surcharge. 

(4) The surcharoewould be apolied to all items of plant. 

The Distribution System ImprovementCharge provision (“DISC”) 

started in Pennsylvania. The plant included in the DISC approved in 

that state was limited to mains, meters, services and hydrants. 

The surcharge being proposed by the Company in this case goes far 

beyond including mains, meters, services and hydrants. It would allow 

the inclusion of plant items such as an entire new treatment plant or a 

new elevated tank. If this provision were in place last year, much of the 

plant being installed in this case would be included in the surcharge. If 

it were in place several years ago, the capital costs associated with 

the entire new treatment plant in Danville could have been included in 

the surcharge based on the wording the Company has proposed for 

the surcharge. In the rate case that incorporated the capital and 

operational costs of the Danville treatment plant into rates (Docket 

No. 91-0176) Interstate WaterCompany, which has since been 

merged into Consumers, received a 41% rate increase. I do not think 

it is good public policy to allow potential rate increases of such 

magnitude for a large public utility outside of a rate case. 

5) There is no limit on the size of the surcharge. 
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546 

547 

548 

549 

550 

551 

552 

553 

554 

555 

556 

557 

558 Q. 

559 

560 A. 

561 

562 

563 

564 

565 Q. 

566 

567 A. 

NARUC adopted a resolution endorsing DISCS as an innovative 

regulatory tool addressing infrastwctureremadiat& challenges, 

specifically mentioning the need for ratepayer protections. One such 

protection mentioned is that the DISC is limited to 5% of the water bill 

(other NARUC and National Association of Water Companies 

sponsored educational materials include a current % of 1 percent 

example). In the Company’s proposal, there is no limit whatsoever. 

6) The orooosed surcharge does not address how mid year changes 

would be handled. 

The proposed tariff does not contain anyflexibilityfor changes that 

occur during the year. 

What is your recommendation regarding the Company’s proposed 

infrastructure surcharge? 

I recommend that it be denied. The proposal as presented is not close to 

being acceptable and there is another proceeding to develop uniform rules 

for all water/sewer utilities to follow. There is no need for this disputed 

surcharge to be approved prior to the rulemaking being completed. 

Have you designed rates to recover Staffs recommended revenue 

requirement? 

Yes, I have. The rates are set forth on pages 1 and 2 of Staff Exhibit 
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568 

569 

570 

571 

572 

573 

574 

575 

576 

577 

578 

579 

580 

581 

582 

583 

584 

585 

586 

587 

588 

589 

590 

Q. 

A. 

Q. 

A. 

Q. 

A 

Q. 

A. 

4.00, Schedule 4.02 K. 

Are the rates different from those proposed by Mr. Monie? 

Except for public fire protection rates, the rates are generally similar, 

especiallywhen the difference in revenue requirement is taken into account. 

For public fire protection rates, I developed rates for each municipality or fire 

protection district in the manner required by Section 9-223 of the Act and in 

accordance with cost-of-service principles. 

Are there any potential problems with the public fire protection billing 

units? 

I am concerned that the revised billing units provided by the Company in 

response to Staff Data Request TRS 2.08 may not be correct. 

How have you investigated the billing units? 

I compared the number of fire hydrants listed by the Company in this case 

with the number provided by the Company in its last rate case (Docket No. 

97- 0351) and there are several unusual differences. 

Did you prepare an exhibit detailing the billing units in this case and in the 

last rate case? 

Yes, I did. Staff Exhibit 4.00, Schedule 4.03 K sets forth a comparison of the 

billing units in the two cases. I am concerned about the number of billing 

25 



591 

592 

593 

594 

595 

596 

597 

598 

599 

600 

601 

602 

603 

604 

605 

606 

607 

608 

609 

610 

611 

612 

613 

Q. 

A. 

units listed for KankakeeTownship, Manteno (IDCC) and Bourbonnais. 

While there are differences in the other areas, the differenceaaranot 

extreme. In particular, for Kankakee Township, the number of hydrants 

increased from 75 to 114, an increase of 52%. while the number of 

customers (the number of bills divided by 12) increased just 1 from 216 to 

217. 

A similar situation exists in Manteno. The number of hydrants increased from 

19 to 70, an increase of 268%, while customers increased by 41 from 33 to 

74. Normally, I would not expect an increase of 51 hydrants to serve just 41 

additional customers. 

In Bourbonnais, the situation is not as extreme but there is an increase of 

128 hydrants to serve an additional 151 customers. Again, that is not 

normal. 

I recommend that the Company review the situation again to make absolutely 

certain that the hydrant and customer count are correct in each of the 

municipalities and tire protection districts. 

What do you recommend if the Commission approves a revenue 

requirement different than that recommended by Staff? 

If the change is relatively minor, 5% or less, I recommend that the usage 

rates be changed by a uniform percentage to generate the desired revenue. 

If the change is larger, I recommend that the customer charge also be 

adjusted to reflect cost of service. 
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614 

615 Q. 

616 

617 

618 A. 

619 

620 

621 

622 

623 

624 Q. 

625 A. 

626 

627 

628 

629 

630 

631 

632 Q. 

633 A. 

Did you. preparea Schedu&ahewingthabii~impact on a re&lentiaC 

customer from both the Company’s proposed rates and Staffs proposed 

rates? 

Yes, I did. ICC Staff Exhibit 4.00, Schedule4.04 K sets forth several 

comparisons involving the Company’s and Staffs proposed rates. 

Specifically the schedule depicts the dollar and percentage changes for bills 

at various usage levels at the Company’s present and proposed rates and 

Staffs recommended rates. 

Do you have any recommendationsfor Consumers’ next rate case? 

Yes, I recommend that Consumers be required to begin keeping costs in 

such a mannerthat test year expensescan be readily identifiedso that cost- 

of-service studies can be presented by Staff without the need for the 

extensive data requests and the delays that were encountered in this case. I 

also recommend that the distribution system expenses be kept separately for 

mains, meters, services, hydrants and storage reservoirs. 

Does that conclude your testimony? 

Yes, it does. 
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APPENDKA 

Narrative Description of ECOSS Methodology 

SUMMARY 

In general, the objectives of an ECOSS are to functionalizea utility’s revenue 

requirement into basic categories and allocate those costs across rate classes to 

determine each class’ cost of service. Rates can then be designed to recover the 

cost to serve each customer class. In the water industry, embedded cost studies 

are utilized as the main guide to designing rates which are unique to each utility. 

The developmentof water rates, in general, involves the following procedures, 

described in the American Water Works Association (“AWWA”) Manual Ml, 

“Water Rates,” p. vii (Fourth Edition): 

. Determinationof the total annual revenue requirementsfor the period 

for which the rates are to be effective. 

. Allocation of the total annual revenue requirements to the basic 

functional cost components. 

. Distribution of the component costs to the various customerclasses in 

accordance with their requirements for service. 

1 



. Design& waterratesth&will, recover from each class of customer, 

within practical limits, the cost to serve that class of customer. 

The following report describes the procedures employed in performing the 

embedded cost of service study for the Company. 

ECOSS METHODOLOGY 

Staffs ECOSS uses the Base-Extra Capacity method described in detail in 

AWWA’s Water Rates, Manual Ml, (Fourth Edition) pages II-16,1991. This 

procedure is a generally accepted and oflen used method of determining the cost to 

serve water customers and thus provides the basis of designing rates for a water 

utilii. 

The basic breakdown of cost is the functionalization into operational components. 

For a water utility the three basic types of costs are 1) operation and maintenance 

(“O&M”) expense 2) depreciation expense and 3) return on capital investment. 

This information is normally readily available from the utility’s accounting records. 

After the costs are functionalized. they are allocated to four main components 1) 

base costs 2) extra capacity costs 3) customer costs and 4) direct fire protection 

costs. 

2 



I. 

. Base costs are those costs&at tend. to vary with the~total-quantiqbof 

water used. These costs also include O&M expenses and capital 

costs associated with serving customers under average load- 

conditions. 

. Extra capacity costs, and their associated O&M and capital costs, 

are costs correlated with meeting usage in excess of average usage. 

These costs can be further subdivided into costs associated with 

maximum-day extra usage and maximum-hour extra usage. 

. Customer costs encompass those expenditures related to serving a 

customer regardless of that customer’s water usage or rate of usage. 

These contain costs associated with meters, services and other 

customer related costs. 

. Direct fire protection costs are directly applicable to the fire 

protection function. 

After costs are properly allocated between cost components, the cost of service for 

each meter size is determined. The fixed customer cost of service per meter has 

three basic components: 

3 



. Equivalent meter costs include those~customercosteaseoeiate& 

with meters. 

. Equivalent service costs include those customer costs associated 

with services. 

. Other customer costs are those costs attributed directly to 

customers, divided by the number of bills to obtain a customer charge 

per bill. Other customer costs are non-meter size sensitive with each 

meter size being allocated the same per unit charge, regardless of 

class (i.e. residential, commercial, industrial etc.). 

Equivalent meters and services is a method of assigning costs based on the size of 

the meter. Distribution of customer costs by equivalent meter and service ratios 

recognizes that meter and service costs vary, depending on considerations such as 

size of service pipe, materials used, locations of meters, and other local 

characteristics for various sized meters as compared to 5/8” meters and services. 

The number of equivalent meters and services (i.e. which is based on metes+atiis) 

assists in allocating costs assigned for recovery in the customer charges. This is 

necessary to adjust the units of service for each customer class asindexed.against 

the smallest meter size. Therefore, customers are allocated a charge that reflects 

the costs associated with their particular meter size. Actual cost differentials are 

4 



taken from the AWWA Water Meters-Selection, Installation, Testing, and 

Maintenance Manual (M6), 1972 page 32-33. 

5 



. . 

.~ 

CONSUMERS ILLINOIS WATER COMPANY 
Docket 00-0337 - Kankakee 

Staff Computation of Revenues at Present and Company Proposed Rates 

UNITS PRESENT PROPOSED 
RATES REVENUE RATES REVENUE 

CUSTOMER CHARGES 

518” 234,789 10.00 2,347,890, 
314” 5,714 13.50 77,139 
1” 6,842 20.50 140,261 
1 112” 1,423 40.00 56.920 
2” 2,934 60.00 176,040 
3” 672 109.00 73,248 
4” 84 178.00 14,952 
6” 48 355.00 17,040 
8” 12 565.00 6,780 
IO” 810.00 
12” 1,200.00 
3” 36 126.00 4,536 
4” 84 210.00 17,640 
6” 84 440.00 38,960 
8” 48 633.00 30.384 
IO” 1,020.00 
Total 252,770 $ 2,999,;90 

1st 
2nd 
3rd 
Total 

Total 

1,950,393 
834,338 

I,789941 
4.574.172 

FIRE PROTECTION 
Private 
Public 

OTHERREVENUE 
Forfeited Discounts 
Mist 

1.421 2,771,508 
0.866 722,537 

0.75 1,342.081 
$ 4,836,126 

$ 7,835,916 

45,858 68,565 
444,236 487,248 
490,094 555,813 

40,491 
53,423 
90.914 

48,255 
53,423 

101,678 

TOTAL OPERATING REVENUES $ 8,419,924 

Per Company 
(Exs. A-3 & C-l) 

Difference 

$ 8.505247 

$ (85,323) 

10.50 2.465285 
14.18 81,025 
21.53 147,308 
42.00 59,766 
63.00 184842 

114.65 77,045 
186.90 15,700 
372.75 17,892 
593.25 7,119 
850.50 

1,312.50 
132.30 4,763 
226.50 18,522 
462.00 38,808 
664.65 31,903 

1,071.00 
$ 3.149.977 

1.820 3,549,715 
1.301 1,085,474 
0.868 1,553.235 

$ 6,186.424 

$ 9,338,400 

$ 9,995,891 

$ 10,131,055 

$ (135,164) 

Docket 00-0337 
ICC Staff Exhibit 4.00 

Schedule 4.01 K 
Page 1 of 3 

Note: Staff revenue computations exclude Franchise Fees of $87,783 at present 
rates and $104,514 at proposed rates. 
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